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Introduction
and
Overview

Scenario: A Geopolitical Shock to a Key
Commodity

This presentation analyzes the microeconomic
consequences of a hypothetical 2026 war in Iran,
which triggers a sharp and sustained increase in
global oil prices.

We will explore how this supply shock would ripple
through the U.S. economy, guided by core
principles from McConnell, Brue, and Flynn's
Microeconomics 23e.

Economic Principles to be Explored:
— Supply, Demand, and Price: (Chapter 3)
— Price Elasticity of Demand: (Chapter 6)
— Costs of Production: (Chapter 9)



Research Question
and Hypothesis

* Guiding Research Framework

* Research Question:

* How will the surge in oil prices, resulting from the 2026 war in Iran, affect consumer
behavior and producer decisions in the United States?

* Research Hypothesis:

* The significant increase in oil prices will lead to a decrease in demand for goods and
services with high transportation costs and will accelerate a shift in production
towards more fuel-efficient technologies.



Real-World Connection:
Learning from History

This Scenario is Hypothetical, But Its Effects Are Not
New

The impact of oil price shocks on the U.S. economy
has been observed multiple times. We can draw
parallels from past events to understand the
potential effects of the 2026 scenario.

Historical Examples:

— The 1973 Qil Crisis: An OPEC embargo led to
fuel shortages and a severe economic
recession.

— The 2008 Price Spike: Qil prices surged,
contributing to reduced consumer spending on
the eve of the Great Recession.

— The 2022 Inflation Surge: Rising energy costs
following the war in Ukraine were a primary
driver of inflation, forcing firms to raise prices
and consumers to substitute toward cheaper
goods.




Theory 1: A Market Shock
(Supply, Demand, & Price)

*  How the Crisis Begins: The Global Oil Market

* Concept (Chapter 3): A conflict involving a major oil
producer like Iran would remove a significant volume of
crude oil from the global market. This causes the global
supply curve for oil to shift to the left.

* Effect: The immediate result is a new, much higher
equilibrium price for oil and a lower equilibrium quantity
available. This price increase becomes a foundational cost
shock for the entire U.S. economy.
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Theory 2: The Consumer
Response (Elasticity) AN

* How Households Adjust Their Behavior

* Concept (Chapter 6): The price elasticity of demand
measures how responsive consumers are to a price
change.

— Short-Run (Inelastic Demand): In the immediate
aftermath, the demand for gasoline is highly
inelastic. People still need to commute to work and
transport goods, so they absorb the higher cost, ’
reducing spending elsewhere.

— Long-Run (More Elastic Demand): Over time,
consumers adjust. They may purchase more fuel-
efficient vehicles, switch to electric cars, use public
transportation, or relocate closer to work.

* Effect on Other Goods: Demand for complementary
goods (e.g., SUVs, airline tickets for vacations) will fall.




Theory 3: The Producer
Response (Costs of Production)
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How Businesses Adapt to Higher Energy Costs

Concept (Chapter 9): Oil is a critical input cost for a vast
number of industries, including transportation,
manufacturing, agriculture, and plastics.

Effect on Firms:

— Rising Costs: A surge in oil prices raises firms'
variable and marginal costs. This shifts their
individual supply curves to the left.

— Price vs. Output: Firms must decide whether to
absorb the higher costs (reducing profit margins)or e

pass them on to consumers via higher prices i e e

(risking lowersales). e e e

— Incentive to Innovate: Sustained high prices createa e

powerful financial incentive for firms to investin i e e e

more fuel-efficient technologies and processesto i e aai..
lower their long-run averagecosts. o nrnrnrmrn s




Relevant Examples: The
Ripple Effect in Action

From the Gas Pump to the Grocery Aisle

Consumer Behavior Examples:

— A family cancels a cross-country road trip due to high gas
prices.

— Sales of electric vehicles and smaller, fuel-efficient cars
increase, while large SUV sales decline.

— Increased use of public transit and carpooling services.

Producer Behavior Examples:
— Airlines add a "fuel surcharge" to ticket prices.

— Amazon and FedEx increase their shipping and delivery
fees.

— Afarming operation invests in GPS-guided tractors to
optimize fuel usage during planting and harvesting.

Non-Textbook Resource: The U.S. Energy Information
Administration (EIA) reqularly publishes data on how gasoline
prices affect vehicle miles traveled.




What | learned and How to
predict Future Events

Geopolitical Instability is a Major Economic Catalyst: Conflicts in key oil-producing regions act
as a powerful shock to the global economy, immediately impacting supply.

The Inevitable Ripple Effect: A price surge in a foundational commodity like oil does not stay
contained. It cascades through the entire economy, raising costs for producers and prices for
consumers across numerous sectors.

Time is a Critical Factor in Adaptation: The economy's response evolves. Short-term reactions
are defined by inelasticity and cost absorption, while long-term adjustments involve
significant behavioral changes and technological innovation.

Incentives Drive Change: Sustained high prices create powerful financial incentives for both
consumers and producers to seek out and invest in more energy-efficient solutions,
accelerating technological transitions.



Conclusion

Summary and Synthesis

Restate Hypothesis: The analysis supports the hypothesis that a

major oil price surge would decrease demand for certain goods and
spur a shift toward fuel efficiency.

purchasing power due to inelastic short-term demand for
fuel.

Producers would experience a cost shock, leading to higher

S umma ry Qf Effe cts: prices and/or reduced output across the economy.
The Market would, over the long run, adapt by reallocating
resources toward energy-saving technologies and
alternatives, demonstrating the powerful role of prices as
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